Problem set C

Problem 1-1C

The following financial statement information is from five separate proprietorships:



Company
Company
Company
Company
Company



A
B
C
D
E

December 31, 2006:

  Assets

$66,000
       $28,500    
$89,000    
$70,000
                ?
  Liabilities

  32,000
         22,500
      40,000
      35,000     $20,000

December 31, 2007:

  Assets

            ?
        30,000      91,000
      66,000       
60,000

  Liabilities
                28,000
         23,000
               ?
      41,000
      15,000

During year 2007:

  Owner investments

     2,000
           3,000
        - 0 -          3,000 
        5,000

  Net income (loss)

   15,000
           ?
       (7,000)
             ?
       20,000

  Owner withdrawals

     8,000
           5,500
        3,000
        2,000
       10,000

1. Answer the following questions about Company A:


a.
What is the amount of equity  on December 31, 2006?


b.
What is the amount of equity  on December 31, 2007?


c.
What is the amount of assets on December 31, 2007?

2. Answer the following questions about Company B:


a.
What is the amount of equity on December 31, 2006?


b.
What is the amount of equity on December 31, 2007?


c.
What is net income (loss) for year 2007?

3. Calculate the amount of liabilities for Company C on December 31, 2007.

4. Calculate the amount of income (loss) for Company D during year 2007.

5. Calculate the amount of assets for Company E on December 31, 2006.

PROBLEM 1-2C

Identify how each of the following separate transactions affects financial statements. For the balance sheet, identify how each transaction affects total assets, total liabilities, and equity. For the income statement, identify how each transaction affects net income. For the statement of cash flows, identify how each transaction affects cash flows from operating activities, cash flows from financing activities, and cash flows from investing activities. For increases, place a “+” in the column or columns. For decreases, place a “-“ in the column or columns. If both an increase and a decrease occur, place a “+/-“ in the column or columns. The first transaction is completed as an example.





                Income

                                                              Balance Sheet   
Statement   Statement of Cash Flows



Total
Total

Net
Operating  Financing
Investing


Transaction
Assets
Liab.
Equity
Income
Activities
Activities
Activities
 1
Owner invests cash in business
+

+

                              +

 2
Buys supplies for cash

 3
Buys supplies on credit

 4
Pays rent with cash

 5
Perform services on credit

 6
Pays cash on payable from (3)

 7
Owner withdraws cash

 8
Performs services for cash

 9
Collects cash on receivable from (5)

10
Ordered supplies

PROBLEM 1-3C 

The following is selected financial information for the PSU Company for the year ended December 31, 2007: revenues, $320,000;  expenses, $244,000; net income, $76,000

Required

Prepare the 2007 calendar-year income statement for the PSU Company.

PROBLEM 1-4C 

The following is selected financial information for  PSU Company as of December 31, 2007: liabilities, $260,000; equity, $340,000; assets, $600,000.

Required

Prepare the balance sheet for  PSU Company as of December 31, 2007.

PROBLEM 1-5C 

The following is selected financial information for SVC Company for the year ended December 31, 2007:

Cash used by investing activities   
$(4,700)

Net decrease in cash
                       $(1,300)

Cash from financing activities        
$ 1,300

Cash from operating activities
        $ 2,100

Cash, December 31, 2006              $ 3,300

Required

Prepare the 2007 calendar-year statement of cash flows for SVC Company.

PROBLEM 1-6C 

Following is selected financial information for Atlantic Place for the year ended December 31, 2007:

Equity, Dec. 31, 2007
$52,000                 Withdrawals
               $10,000

Net income
              $22,000                 Equity, Dec. 31, 2006 
   $40,000

Required

Prepare the 2007 calendar-year statement of owner’s equity for Atlantic Place.

PROBLEM 1-7C

Tired of flipping burgers for a living, local headbanger Sheila Sham forms her own band, Sheila and The Screamers.  The band began operations on May 1 and completed the following transactions during the month:

May
1
Sheila invested $10,000 cash in the business.


1
Purchased $2,500 of audio equipment with cash.


3
Rented a garage to rehearse and paid $200 for a month’s rent.


5
Billed local college $1,000 for first performance.


8
Paid bass player’s and drummer’s wages of $300.


12
Played next gig at biker convention and collected $2,000 cash.

15     NOT LOUD ENOUGH!  Purchased another $5,000 audio equipment paying $2,000

cash with remainder due in 30 days.


20
Purchased $100 of earplugs on credit to distribute to neighbors (PR expense).


22
Collected cash from school billed on May 5.


28
Paid for earplugs purchased on May 20.

29     Perfomed show at local pub and collected $1,500.

30     Paid pub $200 to cover damage by bikers who crashed the show.


30
Paid  bass player’s and drummer’s wages of $300.


30
Purchased additional audio equipment on credit for $400.    


30
Performed another gig at local pub on credit and billed pub $1,500.


30
Sheila withdrew $500 cash from the business for personal use.

Required

1. Arrange the following asset, liability, and equity titles in a table like Exhibit 1.9: Cash; Accounts Receivable; Audio Equipment; Accounts Payable; Sham, Capital; Sham, Withdrawals; Revenues; and Expenses.

2. Show the effects of each transaction on the accounts in the accounting equation by recording increases and decreases in the appropriate columns. Do not determine new balances after each transaction. Determine the final total for each account and verify that the equation is in balance.

3. Prepare an income statement for May, a statement of owner’s equity for May, a May 31 balance sheet, and a statement of cash flows for May.

PROBLEM 1-8C

Jerome Garcia started a new business and completed these transactions during August:

Aug.
1
Garcia invested $48,000 cash in the business.            


1
Rented office space and paid $800 cash for the August rent.

3     Purchased exploration equipment for $22,000 by paying $12,000 cash and agreeing to pay the balance in 3 months.


5
Purchased office supplies by paying $1,500 cash.


6
Completed exploration work and immediately collected $420 cash for the work.


8
Purchased $1,350 of office equipment on credit.


15
Completed exploration work on credit in the amount of $8,000.


18
Purchased $700 of office supplies on credit.


20
Paid cash for the office equipment purchased on August 8.


24
Billed a client $2,400 for  work completed; the balance is due in 30 days.


28
Received $5,000 cash for the work completed on August 15.


30
Paid the assistant’s salary of $1,100 cash for this month.


30
Paid $340 cash for this month’s utility bill.


30
Garcia withdrew $1,050 cash from the business for personal use.

Required

1. Arrange the following asset, liability, and equity titles in a table like Exhibit 1.9: Cash; Accounts Receivable; Office Supplies; Office Equipment; Exploration Equipment; Accounts Payable;  Jerome Garcia, Capital; Jerome Garcia, Withdrawals; Revenues; and Expenses. 

2. Use additions and subtractions to show the effects of each transaction on the accountsin the accounting equation. Show new balances after each transaction.. 

3. Use the increases and decreases in the columns of the table from part 2 to prepare an income statement, a statement of owner’s equity, , and a statement of cash flows for May. Also prepare a balance sheet as of the end of the month. 

Analysis Component

4. Assume that the owner investment transaction on August 1 was $40,000 cash instead of $48,000 and that Garcia Space Exploration the $8,000 difference by borrowing it from a bank. Explain the effect of this change on total assets, total liabiities, and equity.

PROBLEM 1-9C

Martin Mark, an amateur magician started a new business called Martin’s Magnificent Magic and  completed the following transactions during his first  month of operations:


a.
Mark invests $3,000 cash and magic supplies valued at $1,500 in the business.


b.
Purchased $2,000 of additional magic supplies on credit.


c.
Paid $500 for advertising on local radio station.


d.
Performed show at wedding and collected $800 cash.


e.
Puchased a used mini-van for $4,500.  Mark paid $1,000 and signed a note payable for the 

     remainder.


f.
Gave magic show at local school and billed school $1,200 for show.


g.
Paid seamtress $40 to repair ripped coat pocket from child who tried to find the disappearing 

     card.


h.
Mark withdrew $100 to pay personal expenses.


i.
Received $1,200 cash from the client described in transaction f.

j.
Paid for supplies purchased in transaction b.


k.
Paid $80 monthly fee to answering service..

Required

1. Create a table like the one in Exhibit 1.9, using the following headings for the columns: Cash; Accounts Receivable; Supplies; Vehicle; Accounts Payable; Note Payable; M Mark, Capital; M. Mark, Withdrawals; Revenues and Expenses.

2. Use additions and subtractions to show the effects of these transactions on individual items of the accounting equation. Show new balances after each transaction.

3. Once you have completed the table, determine the company’s net income.

Problem 1-10C 

Lowe’s and Home Depot are national home improvement store chains   Key financial figures (in $ millions) for these businesses over the past  year follow:


Key Figures
                    Lowe’s    
      Home Depot



Sales
  
$36,464
    
$73,094


Net income

2,176

    5,001


Average invested (assets)

19,980

  36,672
Required

1. Compute return on assets for (a) Lowe’s and (b) Home Depot

2. Which company was more successful in its total amount of sales to consumers?

3. Which company was more successful in returning net income from its assets invested?

Analysis Component

4. Write a one-paragraph memorandum explaining which company you would invest your money in and why. (Limit your explanation to the information provided.)

PROBLEM 1-11C

Darkstar Company manufactures, markets, and sells various tie-dye clothes. The  average total assets for Darkstar is $175,000. Darkstar reported net income of $19,250 on revenues of $200,000.

Required

1. What is Darkstar’s return on assets?

2. Does return on assets seem satisfactory for Darkstar given that its competitors average a           17%  return on investment?

3. What are total expenses for Darkstar in its most recent year?

4. What is the average total amount of liabilities plus equity for Darkstar?

PROBLEM 1-12C

All business decisions involve risk and return.

Required

Identify the risk and return in each of the following activities:

1. Investing $3,600 in a 6% money market account.

2. Purchasing a $2,500 rare collectible postage stamp.

3. Investing $5,000 in EBay stock.

4. Taking out a $7,500 college loan to study web page development.

PROBLEM 1-13C

A new startup company often engages in the following transactions in its first year of operations. Classify these transactions in one of the three major categories of an organization’s business activities.

A. Financing    B. Investing    C. Operating

  _____1. Owners investment in the business.
_____ 5. Performing services for customers.

  _____ 2. Purchasing a new server.
                   ______6. Collecting cash from customers.

 ______3. Selling used equipment.
                   ______7. Renting warehouse space.

 ______4. Borrowing cash from a bank.
                   ______8. Paying telephone bill.

PROBLEM 1-14C

Identify an organization’s three major business activities and give an example of each.

